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Brazil's President Fernando Henrique Cardoso introduced his austerity program in an address to
the nation Oct. 27. The plan followed the Oct. 24 runoff elections. Opponents were quick to criticize
the harsher aspects of the proposal, and analysts question whether Cardoso can implement the
program, which is key to loans Brazil is negotiating with the International Monetary Fund (IMF).
Brazil has been battling economic fallout from the Asian and Russian crises for several months.
In August, the government increased interbank loan rates to almost 50% to protect the currency.
Consumer lending rates of over 100% sent the economy into an instant downturn that is not
expected to end before 2000 (see NotiSur, 10/09/98).
Brazil's GDP grew at a rate of 3.7% last year, but fell off slightly in the first quarter this year after the
interest-rate hike last October. While GDP rose 1.4% in the second quarter, progress has halted as
confidence in Latin America's increasingly vulnerable markets fell. Prior to presidential elections,
Cardoso told the nation that it must be prepared for economic belt-tightening. But because of the
importance of several key gubernatorial races, details of the economic plan were kept under wraps
until after the runoff elections.
Brazil's economic plan is a prerequisite for the IMF bailout, expected to be about US$15 billion, with
another US$15 billion coming from the World Bank, the Inter-American Development Bank (IDB),
and others. The US is expected to contribute several billion dollars in direct aid or loan guarantees.
"Brazil is very important to the economic well-being of the region, the US, and the international
community," said Treasury Secretary Robert Rubin, "and all of us are very much focused on seeing
how we can be helpful."

Plan cuts spending, increases taxes
Cardoso outlined the multi-year plan that pledges sweeping budget cuts and tax hikes to rein
in the country's runaway deficit. Cardoso said he would cut an "unprecedented" US$7.3 billion
from Brazil's 1999 budget to eliminate the budgetary shortfall that amounts to 8% of GDP. "To go
beyond that would paralyze the state's essential activities," Cardoso said. "At this time, when Brazil
is firmly confronting a serious international financial crisis, we must be united and think of the
country's highest interests." The measures listed the following day by the Finance Ministry include
an increase in a financial-transactions tax to 0.38% from 0.2%, expected to raise more than US$6
billion next year.
Civil servants will have to contribute more to their pension plans, and retired public-sector workers
will pay social security contributions for the first time. Other measures include doubling receipts
earmarked by the Constitution for states and municipalities but retained by the federal government.
"The challenge is before us," the Finance Ministry statement said on Oct. 28. Either Brazil balances
©2011 The University of New Mexico,
Latin American & Iberian Institute
All rights reserved.

Page 1 of 3

LADB Article Id: 54533
ISSN: 1060-4189

its accounts, "or it will be thrown to the fate of the economic climate, running extraordinary risks of
losing everything we have achieved...during the last four years."
Even if the plan works, Brazil faces a grim 1999. The ministry's statement said the economy would
shrink by 1% next year, the first time the government has admitted a possible recession. While the
government forecasts a 1% decline, private economists are even gloomier. Brazilians are bracing for
harder times and more unemployment as multinational corporations continue to announce massive
layoffs. Philip Morris, Volvo, and Chrysler all announced cuts in their work forces this week.

Plan faces uphill battle in Congress
Many of the austerity measures, such as the social security tax paid by civil servants, face a
tough battle in Congress, which must approve much of the plan. Several key politicians oppose
cutting essential social spending, while others want to reduce proposed tax increases. Legislators,
governors-elect, and opposition parties rejected various parts of the readjustment package
even before Cardoso's speech. About 300 members of the labor organization Central Unica dos
Trabalhadores (CUT) protested in Rio de Janeiro against the plan, saying the government is trying to
reduce the deficit "through the sacrifice of the poorest."
While the political forces dig in their heels against some parts of the package, investors warn
that the only way for the country to regain economic credibility is to quickly pass the necessary
legislation. But despite his success in taming inflation, Cardoso has failed for the past four years
to pass social security and civil service reforms. Cardoso met with political leaders to plan the
legislative strategy. The plan, sent to Congress Oct. 28, is widely seen as Cardoso's only chance to
avoid economic chaos. "I appeal to Congress vote on the reforms and the fiscal stability program
urgently," the president said. Election results mixed for Cardoso Despite Cardoso's withholding
details of the austerity measures prior to runoff elections, opposition governors won several key
races.
Because governors in Brazil often hold greater influence on legislators from their states than the
president does, Cardoso will have an even harder time getting his package through Congress.
Congress president Sen. Antonio Carlos Magalhaes said the defeat of several Cardoso allies in the
runoff will impede approval. Cardoso's party lost governorships in Rio de Janeiro, Minas Gerais,
and Rio Grande do Sul. And, in the federal district which includes the capital of Brasilia newly
elected Gov. Joaquim Roriz has promised state employees a 28% salary increase.
The most important victory for the president was Mario Covas' re-election as governor of Sao Paulo,
beating Paulo Maluf, an outspoken opponent of the president and influential leader of the Partido
Progessista Brasileira (PPB). Maluf is leading the opposition to the economic measures. To convince
Congress to approve the unpopular measures, Cardoso will have to mend fences with the defeated
candidates, some of whom are bitter that the president failed to support them despite their past
loyalty. Even politicians who won might be reluctant to support the unpopular measures, thinking
of their political future, said Claudio Goncalves Couto, a political scientist at Sao Paulo's Catholic
University. "Considering the sway governors have over their congressional blocs, one can safely say
Cardoso will face a wall of resistance," Couto said, adding that a lot of horse trading will be needed
to get the measures approved "and this could weaken the package, which in turn could dilute the
IMF bailout package."
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As a result of the tenuous support in Congress, the president may postpone by a week a lowerhouse vote on three amendments to the long-delayed social security reform, scheduled for Nov. 3,
to give him more time to garner support, analysts said. This would delay voting on a new, reduced
version of the 1999 federal budget and measures contained in the fiscal plan, raising the possibility
of an extraordinary legislative session in January to complete voting.
On Oct. 27, opposition parties said they were willing to dialogue with the president regarding the
adjustment package, but only under certain conditions. Partido dos Trabalhadores (PT) leaders
Sen. Eduardo Suplicy and federal Deputy Jose Genoino said they were only willing to talk if the
government drops social cuts and tax increases from the package. "We cannot accept everything
the government wants," said Genoino. "The crisis is real, but we want to know how the fiscal
adjustment measures can end unemployment as the president's political propaganda says,"
added Suplicy, PT spokesperson in the Senate. [Sources: The Miami Herald, 10/25/98; Notimex,
10/25-27/98; El Nuevo Herald (Miami), Spanish news service EFE, 10/26/98, 10/27/98; CNN, 10/27/98;
Associated Press, Reuters, 10/26-28/98; The New York Times, 10/25/98, 10/28/98]
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